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2 KEY ECONOMIC INDICATORS, DENMARK, JUNE 1972 


Item, and date of most recent data 1970 1971 1972 %Change 
(In million U.S. dollars unless otherwise state 
GNP at current prices 16,811 18,408 +9,5% 
GNP at constant (1970) prices 16,811 17,332 +3.1% 
GNP per capita, constant prices $ 3,416 3,494 +2.,3% 
Investment, % of current GNP 22.1 21.0 
Money Supply (3/72) 4,170 4,516 4414 +6.6% 
Bank Lending (3/72) 6,570 6,861 7,000 +4,0% 
Fiscal Surplus(+) or Deficit(-)(3/72) + 211 0 + 311 -14% 
Central Government Debt (3/72) 434 434 123 +70% 
Domestic, incl. current account - 79 = 297 - 628 
External, Excl, IMF 513 731 751 +42% 
Official Discount Rate (since Feb. 10,72), 9.0 7.5 7.0 
Banks' Lending Rate % 11.5 10,0 9.5 
Effective Yield, 4.5% Govt. Bond 1997 11.2 10.8 10.9 
Current Balance of Payments (3/72) - 579 = 477 - 57 
Gold & Foreign Exchange Reserve (5/72) WEG 613 764 +84% 
Farm Production, current prices 1,614 1,701 +5 .4% 
of which animal products 1,382 1,407 +1,.8% 
Grain Production, 1,000 metric tons 6,232 7,046 +13.1% 
Industrial Production, current prices 7,466 7,872 +5 .4% 
Electric Power Consumption, mill. kWh 14,313 15,236 +6 .5% 
Construction Starts, 1,000 sq, meter(3/72) 9,619 10,080 2,527 +27.6% 
Residential 5,670 6,345 1,796 +56.7% 
Business 2,442 2,470 547 -5.3% 
Institutional 1,507 1,265 184 -28.5% 
Home Units in Process, end of period 55,626 52,627 53,685 +6.4% 
Employment, Manufacturing (1,000)(3/72) 316 308 299 -2.8% 
Construction (2/72) 179 178 159 -5.6% 
Non-Owner Farm (summer) 34 35 +1,2% 
Insured Unemployment (1,000) (3/72) 24 30 53 +25 .6% 
(% of insured) 2.9 3.7 6.5 +24.4% 
Indices (Base Year in parenthes@s) 
Hours Worked in Manufacturing(1970)(3/72) 100 94 95 -5.1% 
Hourly Industrial Wages (1970)(3/72) 100 115 123 +14.7% 
Consumer Retails Sales (1968)(4/72) 123 132 132 +10.3% 
Cost-Of-Living, excl. taxes (1963)(4/72) 142 150 156 +7.0% 
Consumer Prices, incl. taxes (1964)(4/72) 145 154 160 +6.5% 
Wholesale Prices, imports & domestic(1968) 112 116 120 +4,6% 
Imported Raw Materials Prices (previous yr.) 110 104 96 -7.0% 
Building Costs, apartments (1955)(3/72) 227 250 265 +9,.3% 
one-family, excl. tax and profits (1968) 118 127 132 +6 9% 
Foreign Trade (4/72) 
otal Exports f.0.b. 3,535 3,834 1,378 +17% 
Exports to the United States 301 325 116 +22% 
Total Imports c.i.f. 4,711 4,865 1,585 +1% 
Imports from the United States 352 407 128 +6% 
Imports from West Germany 889 898 283 -1% 
Imports from Sweden 752 803 241 -5% 
Imports from United Kingdom 654 657 207 -6% 


Main Exports to U.S.: Meat, Dairy, and Fish Products, Industrial Equipment, 
Furniture, Textiles ¢ Garments, Furs. 


Main Imports from U.S.: Industrial and Transportation Equipment, Soybeans, 
Tobacco, crain and Feedstuffs, Chemicals. 





Summary 


After two years of relatively slow growth, the Danish economy is moving 
toward stronger expansion, probably at the rate of 4 percent in 1972. 
Residential construction leads the expansion, while business investment 
is slow and expected to remain so until the October 2 referendum decides 
whether Denmark will enter the European Communities. Both industrial 
and farm productions are rising within available capacity, spurred by 
favorable export developments, 


Consumer demand has begun to pick up, with continuing increases indicated. 
However, price inflation will absorb the better part of the 11 percent 
income rise anticipated in 1972. Despite reduced labor demands, hourly 
industrial wages rose 16 percent last year. Wage costs and higher food 
prices are the major factors in the 7 percent annual price rise, 


Restrictive fiscal and monetary measures continue in force, but have been 
partly neutralized by several developments. Tax collection lags and 
rising public expenditures reduced anticipated budget surpluses, Money 
supply is more ample than expected, reflecting low demand for invest- 
ment capital (except for housing) and improved external balances, 
Exchange reserves are up substantially, primarily because of heavy 
foreign borrowing. 


American exporters, who performed well through the 1970-71 slowdown, 

must expect a reduction in momentum through much of 1972, with recovery 
toward year's end, particularly in investment goods. The gradual reduc- 
tion of the 10 percent import surcharge may release some additional imports, 


Where possible, Danish businessmen are holding off major decisions until 
after Denmark decides on whether it will enter the European Communities, 
Although uncertainties remain, public opinion polls indicate an increasing 

majority favoring entry. 








CURRENT ECONOMIC SITUATION AND TRENDS 


Moderate Expansion After Prolonged Slowdown 


The Danish economy is once more moving toward stronger expansion, 
after two years of relatively slow growth. While overall growth in both 
1970 and 1971 stayed at about 3 percent, it will probably exceed 4 per- 
cent in 1972. Notwithstanding increased outputs, prospects are slim on 
reducing the going rate of inflation of 6-7 percent per annum, Residential 
construction leads the expansion, while other sectors are picking up 
more slowly. Outside of housing, investment remains low in both plant 
and equipment, Stimulative factors are favorable developments in 

Danish export markets for industrial goods, price gains on farm exports, 
and continued, though modified, increase in public outlays. 


Income rises and relative moderation of payroll taxes have brought 
consumer demand out of the standstill, and further increase is expected 
over the year. Restraining factors, such as the continued uncertainty 
about Denmark's future relationship to the European Communities and 

the 10 percent import surcharge in effect since last October, particularly 
affect business investment and have kept imports at a low level so far 
this year. 


Farm Prices Anticipate Furopean Market Gains 


Danish farmers have, for a long period, acquiesced in stagnating pro- 
duction and prices, hoping for better times when, or if, Denmark 
eventually joined the Common Market. Currently, however, they are 
enjoying unexpectedly favorable market conditions. They have been able 
to exploit very large price gains for butter on the British market and 
are trying hard to preserve this benefit, although European butter sur- 
pluses are again building up. Conversely, the recent temporary lifting 
of the EC import duty on cattle has permitted increasing Danish exports 
to the Common Market, where meat shortages have brought about sharply 
rising prices. Since Danish home market prices have risen in line with 
the export gains, farm earnings will be up in 1972. These conditions 
generally encourage production increases, The trend will be further 
strengthened if the October referendum turns out in favor of Danish 
entry to the European Communities. 


Cautious Optimism in Manufacturing 


Production and employment in manufacturing has increased moderately, 
and the sector is apparently on the way out of last year's slump. Hand- 
some export gains have provided the major stimulus. However, 
inventories remain fairly high and manufacturers are cautiously planning 
to hold further production increases within present capacity. Although 
both export and domestic sales prospects are viewed optimistically, 

few additional workers are being employed and investment programs are 
kept at a low level, Reduced raw material stocks probably reflect the 

10 percent import surcharge, which will be reduced to 7 percent on 

July 1, to 4 percent on January 1, 1973, and eliminated on March 31, 1973. 
Given production forecasts, raw material imports are likely to pick up 
after July l. 


If the current favorable trend for industrial exports continues, as inter- 
national developments indicate that they well may, production must be 
expected to show steady growth over the year. Investment, however, is 
not likely to get off the ground until Denmark's European market situation 
has become settled toward the end of the year. 


Labor Reserves Sufficient for Further Expansion 


Current attempts to brake public sector expansion are, in part, motivated 
by potential labor market pressures later this year, should both export 
and domestic demand grow rapidly. However, labor shortages do not 
appear imminent, Unemployment remained higher than last year during 
most of the first quarter; the normal seasonal upswing in employment 
benefited primarily construction workers and general laborers. In 
manufacturing, unemployment rates remained higher than last year for 
both skilled craftsmen and women workers. Also, the Labor Exchanges 
report comparatively reduced labor demand in agriculture, transportation, 
and, significantly, in key engineering industries, where labor shortages 
were first felt in previous expansion periods, 


Tax Amendment Sets Off Housing Boom 


The recent government decision to limit the VAT (Value-Added Tax) 
refund on residential construction, to 100 sq. meters (about 1,100 sq. feet) 
per home unit, was probably instrumental in the sharp rise in home con- 
struction starts in early 1972, before this restriction was imposed, 
However, the seller's market for single homes is still supported by the 








tax system, which grants homeowners income tax reductions covering 
the better part of total home-costs. Rent subsidies, designed to 
narrow the gap between high costs of new housing and low costs of 
old, rent-controlled, housing, have not mitigaged this problem 
materially. 


New starts in home construction were up 60 percent in the first quarter, 
While this pace is not likely to continue throughout the year, housing 
will probably employ about two-thirds of total construction capacity. 
Business construction, on the other hand, is down slightly and not likely 
to recover until overall investment picks up later this year or next, 

This factor, plus government restraints on public construction, is likely 
to keep the overall increase in construction to about 10 percent, despite 
the housing boom. 


Unstable Trends in Consumer Demand 


Consumer retail sales, which were unchanged during most of 1971, rose 
5 percent, in real terms, in the first quarter of 1972. Passenger auto- 
mobile sales, however, showed reverse trends with registration of new 
cars almost 20 percent below last year's level. Consumer demand this 
year should be spurred by an 11 percent rise in disposable income, 
However, price increases will probably cut two-thirds from the gain, 
Increased payments of back taxes may also exert a somewhat dampening 
influence, These factors, plus rising expenditures on new housing, 
present a mixed picture indicating that, while consumer spending will 
rise this year, it will be somewhat below the first quarter figures. 


Accelerating Wage Rises Are Major Price Push Factor 


Despite the relatively low level of activity and employment in 1971, wages 
and prices continued to rise at an undiminished pace, Wages, which 
rose 9 percent from 1968 to 1969, and 12 percent from 1969 to 1970, went 
up 16 percent from 1970 to 1971 and show little moderating tendency this 
year. These wage increases have been the principal contributors to 

the 7 percent annual rise in prices. The labor-intensive service and 
construction sectors have had the sharpest price increases, Higher 
food prices were triggered both by wage costs and by improved export 
prices which affected the home market, Public utility charges are also 
up, in some instances with fiscal rather than cost motivations. Costs 
of imported raw matérials in 1970 and 1971 added to the cost-push 
inflation. This year, however, they are down in price, further high- 
lighting the domestic origin of the current price rises, With no cost 





relief in sight, exporting industries will probably have to accept some 
further reduction in profits if they want to stay competitive. They 
can also hope that the Danish rate of inflation will not too far exceed 
international trends. 


Money Enough, But Expensive 


The continued growth in public outlays, at the rate of 15 percent last 
year, has countered the restrictive fiscal policies which both past 

and present governments have been attempting to follow. However, the 
erratic movements of government accounts, partly related to the new 
tax-withholding system, make actual fiscal impact hard to measure 

and still harder to forecast. Last year, income tax lags literally erased 
the budgeted fiscal surplus. Tax collections this year will be similarly 
affected because the base for estimated income tax payments has not 
been adjusted upward in proportion to rising money incomes, Recog- 
nizing the weaknesses of fiscal control, the government and central 
bank has maintained certain monetary restrictions; although the official 
discount rate, hence bank rates, has been gradually reduced from the 
1970 record levels, to 7 percent and 9.5 percent, respectively, 

in January 1972, The quantitative restrictions still imposed upon bank 
lending have little effect, however, because of the limited demand for 
investment credit outside of housing. Consequently, the money supply 
is more ample than normal for the season, helped also by favorable 
external account developments, Excess cash holdings of the banks 
have moved into the mortgage bond market, probably helping prevent 
bond yields from rising despite record issues. First mortgage rates 
are still about 1l percent, however, or about the 1970 rate, 


Low Imports Mitigate Trade and Payments Deficits 


With relatively slack activity in 1971, imports were at a low level and 
declined in the last quarter of the year after the introduction of the 

10 percent import surcharge, This trend has continued into 1972. The 
import reduction hit literally all commodity groups, though raw material 
imports (other than farm produce) showed signs of turning upward again 
in the first quarter of 1972. The Danish market for investment goods 
remains very weak, and automobile imports are down. There are 
declining imports also of garments and other consumer goods. 








The reduced rate of imports brought about some mitigation of the 
severe trade and payments deficits since mid-1971. Improvements on 
external account became even clearer in the first quarter of 1972 when 
the import savings were augmented by export gains, both from much 
improved prices on farm exports and from rising exports of manufactured 
goods, First quarter trade and payments figures point toward a signi- 
ficant reduction in the balance of payments deficit, However, several 
factors indicate that the improvement may become gradually weakened 
over the year. Neither agriculture nor manufacturing can utilize 

the current favorable export trends without stepping up their imports 

of raw materials and semi-manufactures, Also, the reduction of the 
import surcharge from 10 to 7 percent on July 1 may bring in some 
delayed imports. The question remains whether recovery of business 
investment, hence of the importation of investment goods, will be delayed 
long enough to coincide with the more permanent balance of payments 
improvements expected to be obtained if Denmark joins the Common 
Market in 1973. In the meantime, the Danish Government undoubtedly 
cherishes the breathing spell offered by the reduced pressure on the 
payments balance, but has not neglected preparing for new hardships by 
building up exchange reserves through extensive borrowing in the inter- 
national market, 


Concerted Government Efforts to Promote EC Membership 


The Social Democrats, after their return to government last October, 
slowly mounted a campaign, now in full swing, to obtain public support 
for membership in the European Communities, This should improve 
prospects for a positive vote at the public referendum to be held on 
October 2. Recent polls also indicate a slowly growing majority in favor 
of entry, but a stalwart and militant minority remains opposed, 


From an economic viewpoint, it is generally recognized that close 
Danish affiliation with an enlarged Common Market, including the United 
Kingdom, will be beneficial, if not essential, The anti-marketeers are 
focusing their campaign mostly on non-economic factors, such as loss 
of national and cultural integrity, and playing on fears that Denmark 

and other small countries may be overwhelmed by the large member 
countries. 


Farmers, management organizations, and most labor unions favor 
Danish entry. These well-organized groups, supporting a strong cam- 
paign by both government and opposition parties (other than the extreme 





Left), have greatly increased prospects for public acceptance of Danish 
entry into the European Communities by April 1973, However, the out- 
come of the Norwegian referendum, one week before the Danish, and 
other unpredictable factors will maintain a degree of uncertainty about 
the Danish referendum until its results are known, 


IMPLICATIONS FOR THE UNITED STATES 


Reduced Grain Imports Dim Fair Agricultural Market Prospects 


While the small Danish crop in 1970 led to increased imports of feed 
grains in 1971, a record Danish harvest in 1971 has reduced demand 
for foreign grain. Asa result, grain imports were halved in the first 
quarter of 1972. However, the U.S. has regained its position as the 
major supplier of corn to the Danish market, and sales in 1972 may 
reach the 1971 level, 


In the longer term, prospects are less favorable, Domestic production 
of feed grains is increasing and may be further stimulated if Denmark 
joins the European Communities, However, dairy cattle herds have 
increased somewhat; with EC marketing prospects in the offing, this 
trend may become strengthened, The resulting increase in feedstuff 
demand may provide new opportunities. Such stronger demand should 
also affect the market for U.S. soybean meal, which improved in 1971 
and held these gains in early 1972. Current large imports of U.S. soy- 
beans, which still hold the Danish market 100 percent, are credited 

to strike-fears and stockpiling. An overall increase in demand is not 
anticipated until, eventually, Danish EC membership boosts cattle 
production, 


Low Danish imports of American tobacco in 1971 were largely compen- 
sated by larger imports in early 1972, and the U.S. should be able to 

hold its market share at least until the effects of Danish membership 

in EC are felt. The adverse effects of the introduction of the EC 

common external tariff on tobacco could be mitigated, however, by 
domestic tax reductions curréntly contemplated by the Danish Government, 


The very handsome gains registered by American fruits and vegetables 
in the Danish market in 1970 were not preserved in 1971, Although 1972 
trade thus far shows improvement, anything like the 1970 record is not 
likely to be attained, Strikes and short supply have hampered U.S. 
exports; which also, in some instances, have yielded to competitors, 
i,€., Orange juice from Brazil. 
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Industrial Raw Materials and Semi-Manufactures Weaker 


The overall slackening of the Danish economy in 1971 affected U.S, sales 
of raw materials and semi-manufactures accordingly, and the market 
must be considered fairly dull for the time being and until activity has 
picked up. This applies to reduced American sales of bulk chemicals 
and pharmaceuticals, while the sharp decline in U.S. -origin ammonia 
must be viewed in the light of increasing supplies by U.S. companies 
from sources outside the U.S. 


Reduced American exports of raw plastics are accredited both to failing 

U.S. supplies and to rising Danish production, but the situation seems 

somewhat better in 1972. Some weakness in the market for selected 

wood products should become mitigated by rising activity in the building 

sector. U.S. exporters have increased their share of the man-made 

fibers market, though the overall market is still rather weak, and have 

gained also in the small market for non-ferrous metals, 


Investment Goods Market Due for Slow Recovery 


The very temperate investment climate of 1971 must be expected to 
continue through the better part of 1972; though gradual softening may 
occur as the 10 percent import surcharge is reduced to 7 percent on 
July 1, and, particularly, as Denmark's relationship with the European 
Communities becomes settled. U.S. exports of industrial machinery 
and equipment will be affected accordingly. Viewed against the back- 
ground of the good performance of U.S. exports in a slackening market 
in 1971, the trade figures for 1972 thus far available do not look pro- 
mising. However, when adjustment is made for individual items ofa 
fluctuating nature, such as the large sales of jet engines last year, 
there is some comfort, 


Reduced exports of U.S, -manufactured accounting and printing machines 

may be accredited to a temporary saturation of the market. Marine 

motors, textile manufacturing machines, and construction equipment | 
have shown moderate improvement, Favorable conditions continue for 
data processing equipment and related items, Although sales are still 
small, the spectacular increase in exports of U.S. knitting machines 
is worth noting. 


While Danish imports of electrical equipment are currently lower than 
last year, the market may recover shortly. The downward trend already 
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evident in 1971 was due, reportedly, to temporary stagnation in the 
Danish electronics industry caused by domestic and export marketing 
problems, These should gradually be resolved. Some electronic 
products, such as telecommunications equipment, navigational aids, 
and electronic tubes, register stable markets without significant 
fluctuations, On the other hand, currently weaker trends in the 
instruments market, which have hit a wide range of U.S. products 

in the surgical, medical, and veterinary fields, are probably related 
to budgetary austerity imposed upon public services, hence may not 
be reversed for some time, 


The booming Danish charter tourism activities are reflected in increased 
American exports of both new and used aircraft to Denmark, The flight 
of the Danes to areas more sunny than their own apparently defies price 
increases, higher taxes, and other economic uncertainties, and provides 
a certain market for aircraft sales. 


Significant U.S. Export Possibilities 


It appears that there is greater than average potential for increasing 
sales of the following items: 


SITC No. 


03 Selected Fish Products 
05 Fruit, Vegetables & Nuts 
08 Soybean Meal 

26 Textile Fiber 

58 Plastics 

63 Plywood 

68 Non-Ferrous Metals 

72 Electronics 


73 Aircraft 
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